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According to top administration officials, Washington will seek to revitalize its debt relief program
known as the Baker Plan at the June 8-10 economic summit in Venice. In contrast to assessments
by a majority of financial analysts in the United States and Europe, spokespersons for the Reagan
administration reject the thesis that the plan has failed. Independent analysts say that Citibank's
decision to create a $3 billion reserve to cover losses on Third World loans, which was duplicated by
other big banks, signals that the banks will refuse to concede additional credit to countries known
as bad risks. Consequently, a major element of the Baker Plan billions of dollars in commercial
bank loans to the developing world's biggest debtors is simply not viable. US Treasury Secretary
James Baker and other officials reject this dismal scenario, declaring instead that the increase in
bank reserves will provide the banks with greater flexibility to concede new loans to countries who
implement market-oriented policy reforms. Administration sources in Washington who requested
anonymity, said the US expects a reaffirmation of support for the Baker Plan at the "Big 7" summit.
The summit will be attended by the heads of state and several cabinet members from the United
States, Japan, West Germany, Britain, France, Italy, and Canada. The final communique issued by
the seven, they said, will likely emphasize that commercial bank participation in the Baker Plan
is not limited to the concession of new loans. In fact, they said, the text may include statements to
the effect that debt-equity swaps are preferable to new loans. Debt-equity conversion, according
to the officials, is perceived as an extremely positive alternative, since it effectively reduces a
country's total outstanding debt and debt service payments, as well as stimulating production
and employment. Citibank announced that it plans to convert a third of its Third World loans into
equity swaps. For financial analysts, this statement implies that developing countries will encounter
great difficulty in obtaining new loans from the big banks. A different angle on the question was
articulated by an administration official who is intimately involved in the implementation of the
Baker Plan. He predicted that the banks will continue offering new loans to debtor countries because
they cannot afford the luxury of not doing so, given the size of their outstanding loans to these same
countries. According to this source, the banks are constructing reserves against losses because they
have recognized that inadequate financing has contributed to an interruption in debtor nations'
economic growth. The absence of economic growth, he added, is the principal motivation for these
countries' decisions to suspend debt service payments and/or request continual debt payment
reschedulings. (Basic data from Agence France Presse, 06/02/87)
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